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E.O. 11652: N/A 
TAGS: PINT, ELAB, UK 

SUBJECT: THE ECONOMY - "SOLDIERING ON" 

1. BEGIN SUMMARY - THE TUC-LABOR PARTY LIAISON COMMITTEE, 
MEETING FOR THE FIRST TIME YESTERDAY (JANUARY 21) SINCE 
THE GENERAL ELECTION, DECIDED TO SOLDIER ON WITH THE 
SOCIAL CONTRACT IN ITS PRESENT FORM AND PERHAPS, AS ONE 
OBSERVER REMARKED, "TO LIVE AND FIGHT ANOTHER DAY." 
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THE COMMITTEE DID AGREE THAT CLOSER HEWING TO THE GUIDE- 
LINES OF THE CONTRACT WAS ESSENTIAL, AND IN THE BACK- 
GROUND WERE OMINOUS REPORTS BY THE GOVERNMENT OF SOARING 
WAGES (28-L/2 PERCENT IN A YEAR) AND A SHARP IUMP IN 
AVERAGE EARNINGS. ALTHOUGH THE CHANCELLOR OF THE EX- 
CHEQUER DENIS HEALEY HELD HIS FIRE AT THE MEETING, HE 
LATER INDICATED DURING A TELEVISION INTERVIEW THAT IF 
THE SOCIAL CONTRACT SHOULD FAIL, HE WOULD BE FORCED TO 
TAKE MORE DRASTIC MEASURES. END SUMMARY 

2. THE TUC-LABOR PARTY LIAISON COMMITTEE CONSISTS OF 
REPRESENTATIVES OF THE TUC, THE LABOR PARTY EXECUTIVE, 

AND MEMBERS OF THE PLP (PARLIAMENTARY LABOR PARTY), 
INCLUDING GOVERNMENT MINISTERS. IN ONE VITAL SENSE, IT 
IS A "PEACE-KEEPING 1 ' INSTITUTION AND YESTERDAY'S MEETING 
WAS A PRIME ILLUSTRATION OF THIS PARTICULAR FUNCTION. 

THE GOVERNMENT, INCLUDING THE PRIME MINISTER, THE 
CHANCELLOR AND OTHERS - SUCH AS SHIRLEY WILLIAMS - 
HAVE CONTINUOUSLY WARNED THE TRADE UNIONS - OFTEN IN 
HIGHLY PUBLICIZED DECLARATIONS - THAT THE ECONOMY WAS 
IN SERIOUS JEOPARDY. HEALEY, IN PARTICULAR, HAS CALLED 
FOR A REDUCTION IN THE SIZE OF WAGE INCREASES, ALTHOUGH 
SOME UNION LEADERS SEIZED UPON HIS STATEMENT AS A CALL 
FOR PAY CUTS, WHICH HE SINCE HAS BEEN AT PAINS TO DENY. 

3. IT SOON BECAME CLEAR EVEN BEFORE THE TUC-LABOR PARTY 
LIAISON COMMITTEE MEETING THAT THE TUC LEADERSHIP WAS IN 
NO MOOD AT THIS STAGE TO ACCEPT ANY SIGNIFICANT CHANGES 
IN THEIR WAGE GUIDELINES UNDER THE SOCIAL CONTRACT. IN 
FACT, JUST PRIOR TO THE MEETING, DAVID BASNETT, A LEADING 
MEMBER OF THE TUC GENERAL COUNCIL AND OF ITS IMPORTANT 
ECONOMIC COMMITTEE, TOLD US THAT HE SAW NO REASON WHY 
THE GUIDELINES SHOULD NOW BE CHANGED. HE NOTED THAT THE 
TUC ANNUAL WAGE ROUNDS WERE ONLY HALF-COMPLETED AND HE 
ARGUED THAT - APART FROM EXCEPTIONAL CASES - THE CON- 
TRACT WAS GENERALLY BEING OBSERVED (IN 80 PERCENT OF THE 
CASES) AND, AS HE PUT IT, "WAS WORKING." HE ACKNOWLEDGED 
THAT THERE WERE PROBLEMS IN THE ECONOMY, BUT HE SAID THAT 
MANY WORKERS WERE ALREADY BEGINNING TO SUFFER A SHARP 
DROP IN TAKE-HOME PAY AS A RESULT OF THE THREE-DAY WEEK 
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IN SOME PLANTS AND THE LOSS OF OVERTIME PAY. HE ALSO 
CITED EXAMPLES IN HIS OWN UNION WHERE LOCAL BRANCHES 
HAVE AGREED TO REDUCE SIGNIFICANTLY THEIR CLAIMS BECAUSE 
THEIR EMPLOYER DEMONSTRATED TO THEM HE WAS IN SERIOUS 
ECONOMIC DIFFICULTY. HOWEVER, BASNETT ADDED THAT IF 
THE GOVERNMENT WERE TO SHOW CLEARLY THAT THE ECONOMY 
WAS IN SERIOUS DANGER, THE TUC WOULD BE PREPARED TO TAKE 
ANOTHER LOOK. IT WAS ALSO CLEAR, IN HIS VIEW, THAT SUCH 
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A SITUATION HAD NOT YET MATERIALIZED. 

4. AS IT DEVELOPED, BASNETT'S VIEW WAS IN FACT THE CON- 
CENSUS VIEW WHICH EMERGED FROM THE LIAISON COMMITTEE 
MEETING, FOR THE GROUP DECIDED THAT INSTEAD OF "EARLY 
CHANGES" THE TUC WOULD TRY TO ACHIEVE "FIRM ADHERENCE" 
BY ITS AFFILIATES TO THE WAGE GUIDELINES OF THE SOCIAL 
CONTRACT. THE COMMITTEE ALSO AVOIDED THE QUESTION 
WHETHER WAGE INCREASES MUST BE IN DIRECT PROPORTION TO 
THE INCREASES IN THE COST OF LIVING. CHANCELLOR HEALEY 
DID EMPHASIZE THE GRAVITY OF THE ECONOMIC SITUATION 
FACING THE COUNTRY WHEN HE SPOKE TO THE GROUP, BUT HE 
ALSO CONTRIBUTED HIS SHARE TO THE "PEACE KEEPING'WORK 
OF THE COMMITTEE BY DISCLAIMING WHAT HE DESCRIBED AS 
FALSE INTERPRETATIONS OF HIS RECENT SPEECH. 
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IN THE EVENT, LEN MURRAY, GENERAL SECRETARY OF THE TUC, 
LATER WAS REPORTED TO HAVE EXPLAINED THAT NONE OF THE 
VIEWS EXPRESSED BY THE GOVERNMENT ON THE ECONOMY WERE 
"CATACLYSMIC." 

5. WHERE DOES THAT LEAVE THE MATTER? FIRST, THIS IS 
ONLY THE FIRST ROUND SINCE THE ELECTION, AND THE LIAISON 
COMMITTEE WILL HAVE ANOTHER OPPORTUNITY TO DEAL WITH THE 
SAME THORNY ISSUES WHEN IT MEETS AGAIN AT THE END OF 
LIMITED OFFICIAL USE 
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NEXT MONTH. SECONDLY. THE GNAWING PROBLEMS REMAIN AS 
DIFFICULT AS EVER. EVEN AS THE COMMITTEE WAS MEETING, 

THE DEPARTMENT OF EMPLOYMENT ANNOUNCED THAT BASIC WAGE 
RATES HAD MADE A SPECTACULAR JUMP TO 28.5 PERCENT DURING 
1974, INCLUDING A 2.2 PERCENT INCREASE IN BASIC WAGES 
FOR DECEMBER ALONE. AT THE SAME TIME, THE INDEX OF 
AVERAGE EARNINGS, INCLUDING OVERTIME JUMPED BY 4.6 
PERCENT IN NOVEMBER, THUS BRINGING THE INCREASE SINCE 
NOVEMBER 1973 TO 25.3 (DETAILS BY AIRGRAM). IT IS THE 
LAST FIGURE WHICH PARTICULARLY WORRIES GOVERNMENT 
ECONOMISTS SINCE IT IS AHEAD OF THE INCREASE IN THE 
BY THE GOVERNMENT ON SATURDAY, EVEN AFTER A "FISCAL 
DRAG" OF 3 OR 4 PERCENT IS TAKEN INTO CONSIDERATION. 

("FISCAL DRAG" IS A RESULT OF WORKERS' INCREASING THEIR 
NOMINAL INCOME AND ALSO MOVING INTO HIGHER TAX BRACKETS.) 

6. COMMENT: IT IS CLEAR THAT THE TIME IS NOT YET RIPE 

FOR THE GOVERNMENT TO FORCE A CHANGE IN POLICY. IN THE 
VIEW OF THE UNIONS, IT IS CERTAINLY PREMATURE TO ALTER 
IN ANY DRASTIC WAY THE GROUND RULES ON WAGES, AND ONE 
GOVERNMENT MINISTER, SECRETARY OF STATE FOR EMPLOYMENT 
MICHAEL FOOT, IS REPORTED TO SHARE THIS VIEW FOR NOW. 

THE GOVERNMENT MINISTERS WILL UNDOUBTEDLY CONTINUE TO 
MULL OVER ALTERNATIVES AND TO ISSUE WARNINGS AND PERHAPS 
- AT A CERTAIN POINT IN THE FUTURE - TO TRY TO ALTER 
THE SITUATION DRAMATICALLY. THE POSITION NOW IS TO 
"SOLDIER ON" AND HOPE FOR THE BEST. 
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